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AFFIRMATION

I, Jason Hauf, affirm that, to the best of my knowledge and belief, the accompanying financial statements
and supporting schedules pertaining to the firm of RBS Securities Corporation (the “Company™) as of
December 31, 2006 are true and correct. 1 further affirm that neither the Compary nor any partner,
proprietor, principal officer or director has any proprietary interest in any account classified solely as that

.of a customer.
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Jason Hauf ] Date
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Del 0 i tte ° l Deloitte & Touche LLP

Two World Financial Center
New York, NY 10281-1414
USA

Tel: +1 212 436 2000
Fax: +1 212 436 5000
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholder of
RBS Securities Corporation:

We have audited the accompanying statement of financial condition of RBS Securities Corporation (the
"Company") as of December 31, 2006, that you are filing pursuant to Rule:[] 7a-5 under the Securities
Exchange Act of 1934, This financial statement is the responsibility of the Company’s management. Qur
responsibility is to express an opinion on this financial statement based on our 3udit.

We conducted our audit in accordance with genera]ly accepted auditing standards as established by the
Auditing Standards Board (United States) and in accordance with the audmng standards of the Public
Company Accounting Oversight Board (United States). Those standards requ1re that we plan and perform :
the audit to obtain reasonable assurance about whether the statement of ﬁnanc1al condition is free of
material misstatement. The Company is not required to have, nor were we engaged to perform, an audit
of its internal control over financial reporting. Our audit included conmderatlon of internal control over.
financial reporting as a basis for designing audit procedures that are appropnate in the circumstances, but
not for the purpose-of ‘expressing an opinion‘on the effectiveness of the- Companys internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a
test basis, evidence supporting the amounts and -disclosures in the financial statements, 'assessil.lg the
accounting principles used and significant estimates made by management;l as well as evaluating the
overall financial statement presentation. We believe that our audit providesia reasonable basis for our
opinion.

In our opinion, such statement of financial condition presents fairly, in all rrfa_tlerial respects, the financial
position of the Company at December 31, 2006, in conformity with accounting principles generally
accepted in the United States of America.
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RBS SECURITIES CORPORATION

STATEMENT OF FINANCIAL CONDITION

December 31, 2006
ASSETS

Cash and cash equivalents $ 36,283,387
Receivable from affihate ! 606,047
Interest receivable | 142,471
Income tax receivable from affiliate 5,891,156
Fixed assets, net of accumulated depreciation of $62,165 98,627
Other assets : 226,134

Total Assets $ 43,247,822

LIABILITIES AND STOCKHOLDER'S EQUITY

Accrued expenses and other liabilities $ 14,988,003

Payable to affiliate 1,316,632
Total Liabilities 16,304,635
STOCKHOLDER'S EQUITY

Common stock, no par value, 2,500 shares authorized, 100 shares
1ssued and outstanding i -
Additional paid in capital ! 5,000,000
Retained eamings : 21,943,187

' l

Total Stockholder's Equity 26,943,187
Total Liabilities and Stockholder's Equity $ 43,247,822

1
I
l
!
I

The accompanying notes are an integral part of the statement of financial lcondition.
2 .




RBS SECURITIES CORPORATION

NOTES TO STATEMENT OF FINANCIAL CONDITION

Organization and Nature of Business

RBS Securities Corporation (“RBSSC”, or the “Company”) is an indirect wholly-owned
subsidiary of The Royal Bank of Scotland Group, ple {the “Group”). RBSSC primarily acts
as agent in loan syndications on behalf of the Group and engages in investient advisory and
private placement activity.

RBSSC is a Secunties and Exchange Commission (“SEC™) registered broker-dealer and is a
registered securities broker-dealer with the National Association of Securities Dealers
(“NASD").

Significant Accounting Policies

Basis of Presentation / Use of Estimates
The statement of financial condition has been prepared in accordance with accounting
principles generally accepted in the United States of America. The preparatlon of these
financial statements requires management to make estimates and assumptlons that affect the
financial statements and related disclosures. These estimates and assumptlons are based on
Jjudgment and available information and consequently, actual results could be materially
different from these estimates.

Cash and Cash Equivalents
RBSSC has defined cash equivalents as highly liquid investments including overnight time
deposits with original maturities of three months or less. All cash is on de;')osit with a major
money center bank.

Income Taxes
RBSSC accounts for income taxes under the provisions of SFAS No. 109, “Accounting for
Income Taxes”. Under SFAS No. 109, deferred income taxes are provided based upon the
net tax effects of temporary differences between the financial reporting|and tax bases of
assets and liabilities. RBSSC is included in the consolidated U.S. Federal .income tax return
of Nat West Group Holdings Corporation (“NWGHC”) and in the consblidated state and
local income tax returns of RBS CBFM North America Corporation (“NA Corp™).

Fixed Assets

RBSSC’s fixed assets are comprised primarily of furniture, eqmpment and leasehold
improvements which are depreciated on a straight line basis over their estlmated useful lives
ranging between three and seven years. Leasehold improvements are.depreciated over the
lesser of their estimated useful lives or the term of the lease.

Recent Accounting Pronouncements

In June 2006, the FASB issued FASB Interpretation No. 48 “Accounting for Uncertainty in
Income Taxes, an 1ntcrpretat10n of FASB Statement 109" (“FIN 48"), whlch clarifies the
accounting for uncertainty in income taxes recognized under SFAS No 109. FIN 48
addresses the recognition and measurement of tax positions taken or expected to be taken,
and also prowdes guidance on derecognition, classification, interest and penaltles tax
accounting in interim periods and disclosure. RBSSC will apply FIN 48 to all of its income
tax positions at the required effective date of January 1, 2007. Any 1mp1ementat10n impact of

Continued
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RBS SECURITIES CORPORATION

NOTES TO STATEMENT OF FINANCIAL CONDITION

. Income Taxes

. Related Party Transactions

FIN 48 generally will be reported as a cumulative effect adjustment to the opening balance of
retained earnings. Management is currently evaluating the impact of these ‘changes and does
not expect there will be a material impact to RBSSC’s statement of financial condition.

. Net Ca- ital

As a registered Broker-Dealer, RBSSC is subject to the net capital rules of the SEC (Rule
15¢3-1).

Under the SEC’s “Uniform Net Capital Rule,” RBSSC has elected to compute its minimum
net capital using the alternative method. As such, RBSSC is required to maintain minimum
net capital of the greater of 2% of aggregate debit items or $250,000.

At December 31, 2006, RBSSC had regulatory net capital of $20,I4f,291, which was
$19,891,291 in excess of its required minimum net capital of $250,000.

RBSSC settles income taxes with NA Corp by agreement through intercompany accounts. At
December 31, 2006, the amount receivable by RBSSC from NA Corp for income taxes was
$5,891,156 and is included in “Income tax receivable from affiliate”.

Pursuant to service agreements, the Royal Bank of Scotland plc New York Branch (“RBS
NY™), Greenwich Capital Markets, Inc. (*GCM") and RBS North Amenca Services, Inc.
(“NAS") provide certain operating and other administrative support services to RBSSC.
Such services include finance, technology, legal, human resources, and other administration.

Additionally, eligible employees of the Company participate in a '_qualiﬁed defined
contribution 401(k) plan and a defined benefit pension plan sponsored by RBS NY.

Fair Value of Financial Instruments

SFAS No. 107 “Disclosures about Fair Value of Financial Instruments” rcqulres RBSSC to
report the fair value of financial instruments. The fair value of a ﬁnanclal instrument is the
amount at which the instrument could be exchanged in a current transactlon between willing
parties, other than in a forced liquidation sale. At December 31, 2006 all financial
instruments, including receivables and payables, on the Company’s statement of financial
condition are carried at fair value or at amounts that approximate fair value.
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February 23, 2007

RBS Securities Corporation
101 Park Avenue
New York, NY 10178

In planning and performing our audit of the financial statements of RBS Secuntlcs Corporation (the

“Company”) as of and for the year ended December 31, 2006 (on which we 1ssued our report dated
February 23, 2007), in accordance with generally accepted auditing standards as established by the
Auditing Standards Board (United States) and in accordance with the standards of the Public
Company Accounting Oversight Board (United States), we considered the Company s internal
control over financial reporting (“internal control™) as a basis for designing ourjauditing procedures
for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Company's internal control. Accordmgly, we do not
express an opinion on the effectiveness of the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commiss'ion (the “SEC"), we
have made a study of the practices and procedures followed by the Company, mcludmg consideration
of control activities for safeguarding securities. This study included tests of compllancc with such
practices and procedures that we considered relevant to the objectives stated 'in Rule 17a- -5(g) in
making the periodic computations of aggregate debits and net capital under Rule |17a-3(a)(11) and for
determining compliance with the exemptive provisions of Rule 15¢3-3. We|did not review the
practices and procedures followed by the Company in making the quarterly securmes examinations,
counts, verifications, and comparisons, and the recordation of differences requ1red by Rule 172-13 or
in complying with the requirements for prompt payment for securities under Sectlon 8 of Federal
Regulation T of the Board of Governors of the Federal Reserve System, because the Company does
not carry securities accounts for customers or perform custodial functions relatmg to customer
securities.

The management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected beneﬁts and related costs
of controls and of the practices and procedures referred to in the preceding paragraph and to assess
whether those practices and procedures can be expected to achieve the SEC’s above-mentioned
objectives. Two of the objectives of intemal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for Wthh the Company has
responsibility are safeguarded against loss from unauthorized use or disposition, ind that transactions
are executed in accordance with management's authorization and recorded |properly to permit
preparation of financial statements in conformity with generally accepted accountmg principles. Rule
17a-5(g) lists additional objectives of the practices and procedures listed in the precedmg paragraph.

Member of
Delpitte Touche Tohmatsu




RBS Securities Corporation |
February 23, 2007 o
Page 2 ’

|

Because of inherent limitations in internal control and the practices and~ procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluatlon of them to future
periods is subject to the risk that they may become inadequate because of ,changes in conditions or
that the effectiveness of their design and operation may deteriorate. '

A control a’ef iciency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned fun'cﬂons to prevent or detect
.misstatements on a timely basis. A significant deficiency is a control deﬁmency, or combination of
-control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accountmg’prmelpies such that
there is more than a remote likelihood that a misstatement of the entlt)l' s financial statements that is
more than inconsequential will not be prevented or detected by the entity'(’s internal control.

i ‘
A material weakness is a significant deficiency, or combination of| sign'iﬁcalnt deficiencies, that
results in more than a remote likelihood that a material misstatement of the ﬁnancml statements will
not be prevented or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose descnbed in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be
material weaknesses. We did not identify any deficiencies in internall control and contro! activities
for safeguarding securities that we consider to be material weaknesses, as definedlabove.

We understand that practices and procedures that accomplish the ob]ectwes referred to in the second
paragraph of this report are considered by the SEC to be adequate for lts purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practwes and procedures that do
not accomplish such objectives in all material respects indicate a r'natenal madequacy for such
purposes. Based on this understanding and on our study, we believe that the Company s practices and
procedures, as described in the second paragraph of this report, were adequate atDecember 31, 2006,
to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the National Association of Securities Dealers, and other regulatory agenmes that rely on Rule
17a-5(g) under the Securities Exchange Act of 1934 in their regu]atlon of reglstered broker-dealers,
and is not intended to be and should not be used by anyone other than these specified parties.

Yours truly,

PATT bt




